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The  purpose  of  this  statement  on  Farm  BookK&e^ing^and  the     ^9f}^         \ 
Federal  Income  Tax  is  to  help  farmers  understand ^me'S&the 


problems  involved  in  making  adequate  summaries  of  the  farm,, 
business  for  Federal  income-tax  returns.  This  is  not  a  s^t  01% 
directions  for  setting  up  a  system  of  farm  accounts,  nor  is*^ 
a  complete  set  of  instructions  for  filling  out  an  income-tax  S 
blank.  Those  setting  up  farm  accounts  for  special  manage- 
ment purposes  probably  will  wish  to  consult  with  Extension 
Service  specialists  or  others  who  are  qualified  to  help.  Income- 
tax  problems  peculiar  to  particular  situations  usually  can  be 
settled  best  after  consultation  with  Collectors  of  Internal 
Revenue  or  their  deputies. 


': 


INTRODUCTION 

Books  of  account  are  useful  devices  for  the  systematic  recording 
of  information  on  business  and  personal  financial  transactions.  Farm 
people  in  the  past  have  rather  generally  managed  their  affairs  without 
the  aid  of  formal  farm-accounting  records,  as  the  principal  require- 
ments of  their  business  and  personal  financial  relationships  with 
others  have  required  very  few  documentary  records.  But  changes 
in  income-tax  laws  and  the  generally  higher  farm  incomes  in  recent 
years  have  made  vast  numbers  of  farmers  subject  to  the  Federal 
income-tax  requirements.  The  necessary  summarizing  of  the  farm- 
business  and  personal  transactions  often  has  been  complicated  by  the 
absence  of  adequate  information  about  the  various  transactions. 

The  Individual  Income  Tax  Act  of  .1944  simplified  certain  of  the 
requirements  but  it  did  not  materially  affect  the  problem  of  deter- 
mining the  net  profit  from  farm  operations.  Of  course,  the  farm 
business  as  such  has  no  income-tax  liability  except  in  the  case  of 
incorporated  farms.  The  individual  income-tax  liability  is  a  personal 
liability.  Therefore,  in  the  usual  situation  the  "net  profit"  of  the 
farm  business  is  taxable  only  because  it  is  personal  income  of  the 
owner  or  operator.  Also,  for  a  farmer  as  an  individual  the  "net  farm 
profit"  may  be  only  one  of  the  sources  of  income  and  there  may  be 
a  number  of  personal  expenditures  that  represent  permissible  deduc- 
tions from  his  personal  income.  And  even  after  determining  personal 
net  income,  the  amount  of  income  tax  is  affected  by  marital  status 
and  number  of  dependents. 

The  discussion  that  follows  is  concerned  primarily  with  the  book- 
keeping necessary  to  determine  the  net  farm  profit.  The  references 
to  other  personal  income  and  deductions  are  intended  mainly  to  sug- 
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gest  a  few  of  the  reasons  why  a  systematic  record  of  nonf arm  personal 
and  family  items  also  can  be  helpful  in  the  preparation  of  an  income- 
tax  return. 

RECORDS  FOR  TAX  PURPOSES 

As  part  of  his  income-tax  return  a  farmer  taxpayer  must  present 
a  statement  of  his  income  and  his  expenses.  This  involves  the  same 
sort  of  process  he  has  gone  through  whenever  he  says  that  he  "made 
money"  or  "lost  money"  on  a  given  sale  or  trade.  For  a  simple  trans- 
action a  written  record  may  not  be  important.  But  as  the  transac- 
tions become  more  numerous  and  complex  it  becomes  increasingly 
evident  that  a  written  record  is  far  more  accurate  and  reliable  than 
memory. 

The  basic  principles  involved  in  setting  up  records  are  relatively 
simple.  The  record  should  contain  a  properly  described  and  dated 
account  of  what  is  taken  in  and  what  is  paid  out  in  connection  with 
the  business.  Beyond  this,  arrangement  and  classifications  exist  only 
for  convenience  in  summarizing  and  analyzing  the  financial  results 
of  the  business.  The  record  keeping  required  for  making  Federal 
income-tax  returns  is  more  simple  than  that  needed  for  an  adequate 
analysis  of  the  business.  For  tax  purposes  only  the  financial  results 
for  the  business  as  a  whole  need  be  displayed.  For  effective  manage- 
ment the  farm  operator  needs  to  arrange  his  records  so  they  will  yield 
information  that  helps  him  decide  the  many  questions  that  come  up 
about  the  management  of  his  various  crop  and  livestock  enterprises. 

The  Bureau  of  Internal  Revenue  has  never  insisted  that  taxpayers 
keep  books  in  any  special  way  of  its  devising.  The  emphasis  in  re- 
porting has  always  been  upon  the  taxpayer's  "regular  method  of 
accounting"  with  the  added  qualification  that  the  method  of  account- 
ing must  "clearly  reflect  income."  Any  of  the  farm  account  books 
recommended  by  State  and  Federal  agencies  can  be  used  for  keeping 
the  basic  record  for  the  individual  farm.  That  record  is  best  which 
is  most  convenient  for  the  farmer  to  keep  in  his  particular  situation, 
with  due  regard  for  the  various  uses  he  makes  of  the  record.  Xo 
single  arrangement  can  fit  all  common  uses  that  farmers  make  of  rec- 
ords. So  long  as  the  basic  facts  are  in  writing  the  necessary  re- 
arranging usually  can  be  done  without  difficulty.  It  can  even  be  said 
that,  since  the  income-tax  use  is  a  once-a-j^ear  use  and  the  management 
uses  are  much  more  frequent,  the  arrangement  of  the  records  best 
suited  to  the  management  uses  is  the  most  appropriate. 

Those  farm  people  who  have  regularly  kept  written  accounts  of 
their  business  operations  or  who  have  saved  various  bills  and  other 
memoranda  of  financial  transactions  usually  have  been  able  to  find  the 
information  needed  for  income-tax  filing  each  year.  But  farm  ac- 
count books  or  some  other  orderly  arrangement  of  information  sup- 
ported by  evidence  is  now  more  than  ever  worth  a  farmer's  time,  not 
only  as  a  help  in  guiding  the  business  that  provides  his  income,  but 
also  as  a  help  in  meeting  his  obligations  under  the  income-tax  laws. 
It  is  with  this  background  in  mind  that  the  discussion  of  bookkeeping 
principles  for  income-tax  purposes  is  presented.  It  is  recognized  that 
the  explanations  offered  here  are  incomplete  with  respect  to  many 
points  of  practice  in  bookkeeping.  The  many  transactions  essentially 
of  the  same  kind  but  differing  slightly  in  minor  details  make  book- 
keeping seem  complicated. 
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Many  of  the  complications  with  respect  to  income-tax  law  and 
regulations  result  from  the  necessity  for  providing  general  rules  to 
cover  a  great  many  different  individual  situations,  some  of  which  oc- 
cur rather  infrequently.  Hence,  for  the  most  part,  only  the  general 
principles  have  been  stated  here,  for  the  convenience  of  those  farm 
people  who  have  usual  situations.  Those  who  have  exceptional  prob- 
lems may  need  special  help  from  Collectors  of  Internal  Revenue  or 
their  deputies,  or  local  people  who  have  been  instructed  in  the  subject. 
But,  regardless  of  help  asked  and  received,  the  taxpayer  is  responsible 
for  the  facts. 

ACCOUNTING  METHODS  AND  PROCEDURES 

Any  accounting  or  bookkeeping  system  is  only  a  tool  or  a  means  to 
an  end.  Record  keeping  is  worth  while  to  the  extent  that  it  provides 
useful  answers  to  questions  about  the  business.  Useful  answers  are 
given  only  if  the  system  provides  for  consistent  treatment  of  like 
items  and  like  situations.  This  is  important  for  any  management 
analysis  of  the  business  and  is  required  by  the  regulations  governing 
income-tax  reporting. 

As  has  been  pointed  out,  the  law  and  the  regulations  governing  the 
Federal  income  tax  emphasize  that  the  taxpayer's  regular  method  of 
accounting  is  satisfactory  so  long  as  it  clearly  reflects  the  income.  In 
addition  to  these  general  rules  there  are  at  certain  points  alternative 
procedures  specifically  provided  for  farmers  by  law  or  by  regulation. 
The  points  at  which  the  farmer  is  permitted  to  make  choices  include 
(1)  figuring  income  on  the  cash  or  the  accrual  basis,  (2)  method  of 
valuing  items  in  the  inventory,  (3)  method  of  figuring  depreciation, 
(4)  method  of  handling  draft,  breeding,  and  dairy  animals,  (5)  treat- 
ment of  Commodity  Credit  loans,  (8)  treatment  of  income  from  farm 
woodlands.  In  addition,  farmers  may  use  as  their  "tax  year"  any  12- 
month  period  such  as  a  crop  or  rental  year,  instead  of  the  calendar 
year,  if  they  regularly  keep  their  books  that  way. 

Once  an  income-tax  return  has  been  filed  under  one  set  of  pro- 
cedures, the  same  procedures  must  be  used  on  returns  for  following 
years  unless  permission  to  make  a  change  is  given  by  the  Commis- 
sioner of  Internal  Revenue.  Before  permission  for  a  change  is  given, 
adjustments  may  be  required  on  a  basis  that  will  satisfy  the  Com- 
missioner that  the  change  will  not  result  in  the  avoidance  of  taxes 
properly  due.  The  extent  of  the  adjustments  necessary  will  vary 
with  individual  situations  and  is  essentially  a  matter  for  negotiation 
with  the  Commissioner.  One  reason  for  requiring  permission  for 
changes  is  that  it  enables  the  Commissioner  to  withhold  approval  in 
cases  where  it  appears  that  the  taxpayer  is  changing  back  and  forth 
in  an  attempt  to  avoid  taxes. 

In  short,  although  consistency  of  accounting  procedure  from  year 
to  year  is  strongly  emphasized,  modification  is  permitted  when  a  sat- 
isfactory justification  is  offered  and  proper  adjustments  are  made. 

CASH  vs.  ACCRUAL  REPORTING 

The  choice  between  determining  income  on  a  "cash"  basis  or  on  an 
"accrual"  basis  must  be  made  by  every  taxpayer.  A  farmer  who 
does  not  keep  at  least  an  inventory  record  must  report  on  a  cash 
basis.  A  large  proportion  of  the  farmers  who  filed  income-tax 
returns  in  the  past  computed  income  on  the  cash  basis.     The  major 
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reasons  for  this  probably  are  the  widespread  failure  to  keep  formal 
record  books  and  an  unwillingness  to  try  to  keep  books  on  the  accrual 
basis  because  of  imagined  difficulties.  Effective  reporting  on  either 
basis  requires  much  the  same  sort  of  records. 

For  this  reason  attention  is  directed  primarily  to  the  basic  book- 
keeping requirements  common  to  both  methods  of  reporting  income 
and  necessary  for  a  proper  understanding  of  the  financial  side  of 
the  business.  But  before  proceeding  to  a  consideration  of  the  kinds 
of  records  desirable  for  business  purposes  it  may  be  well  to  consider 
briefly  some  of  the  fundamental  differences  between  the  cash  and 
accrual  methods. 

The  principal  differences  between  the  "cash"  and  the  "accrual** 
methods  of  accounting,  particularly  from  the  income-tax  point  of 
view,  lie  in  the  handling  of  incomplete  financial  transactions  and  in 
the  handling  of  livestock  or  produce  carried  over  from  one  year  to 
another.  Under  the  cash  method  only  those  transactions  completed 
during  the  taxable  year  are  included  in  figuring  income  or  expense. 
For  example,  grain  sold  or  feed  bought  is  included  in  the  accounts 
for  the  year  when  payment  is  made  or  received.  Under  the  accrual 
method  attention  is  directed  at  the  income  produced  or  earned  during 
the  taxable  year  regardless  of  when  the  money,  or  the  value,  passes 
from  one  party  to  another.  The  "expenses"  for  the  year  include 
all  costs  applicable  to  the  year's  operations,  whether  or  not  the  bills 
have  been  paid. 

It  is  also  necessary  under  the  accrual  method  to  have  an  inventory 
or  list  showing  the  value  of  ^all  produce,  livestock,  feed,  and  supplies 
on  hand  at  the  beginning  and  at  the  end  of  each  year.  To  make  it 
easier  to  prepare  summaries  of  income  and  expense  on  an  accrual  basis, 
appropriate  details  must  be  worked  into  the  record.  The  accrual 
method  technically  reflects  more  accurately  the  results  of  the  produc- 
tion and  business  'activities  for  a  particular  tax  year  than  does  the 
cash  method.  For  many  types  of  farming  the  differences  in  the 
amount  of  income  shown  in  ordinary  years  probably  are  not  of  special 
significance  and  over  a  period  of  years  the  aggregate  amount  of  income 
shown  will  be  much  the  same. 

THE   LAND    RECORD 

Land  is  one  of  three  classes  of  farm-business  property  about  which 
a  farmer  should  keep  certain  information  available.  (The  other  two 
classes  of  property  are  depreciable  capital  goods  and  other  goods 
used  in  the  business.)  Land  does  not  enter  into  the  annual  account- 
ing of  income  and  expense  for  the  business.  Gain  or  loss  occurs 
only  in  case  of  sale,  and  is  considered  part  of  the  farmer's  personal 
financial  activity  and  not  part  of  the  farm-enterprise  activity. 

Furthermore,  as  gain  or  loss  from  the  sale  of  real  estate  used  in  the 
"business''  of  the  taxpayer  is  subject  to  certain  special  provisions 
in  the  income-tax  laws,  it  is  necessary  to  have  complete  information  in 
order  to  figure  tax  liability  correctly.  The  minimum  requirement 
for  the  land  record  is  that  it  show  the  original  cost  of  the  farm  and 
any  adjustments  for  the  sale  or  for  the  acquisition  of  land  during 
the  period  of  ownership. 

The  special  provisions  referred  to  are  those  in  section  117  (j)  of 
the  Internal  Revenue  Code.  Briefly,  this  section  modifies  the  defini- 
tion of  "capital  as-ets"  so  that   under  certain  circumstances,  gains 
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or  losses  from  the  sale  or  exchange  of  property  used  in  the  trade 
or  business  (land  and  property  of  a  kind  subject  to  depreciation) 
will  be  treated  the  same  as  gains  or  losses  from  the  sale  or  exchange 
of  capital  assets.  The  tax  significance  of  this  is  that  when  capital 
assets  that  were  held  more  than  6  months  are  involved,  only  50  per- 
cent of  the  gain  or  loss  is  taken  into  account  in  computing  the  tax, 
whereas  when  other  property  is  involved,  100  percent  of  the  gain 
or  loss  is  taken  into  account  in  computing  the  tax.  Those  farmers 
who  have  specific  problems  of  this  sort  may  find  it  desirable  to  con- 
sult their  collector  or  his  deputies  on  the  proper  way  to  reflect  the 
transaction  in  their  tax  returns. 

The  farm  owner  whose  holdings  include  farm  woodland  may  find  it 
desirable  to  modify  his  land  record  to  show  the  value  of  the  stumpage 
separately  from  the  value  of  the  land.  This  is  likely  to  be  of  special 
significance  only  to  those  who  from  time  to  time  cut  and  sell  consider- 
able amounts  of  timber  from  their  woodland.  As  the  number  of  such 
farmers  is  relatively  small  it  is  sufficient  here  merely  to  note  that  the 
Revenue  Act  of  1943  introduced  certain  new  optional  procedures  for 
the  treatment  of  income  from  timber  operations. 

DEPRECIABLE   CAPITAL  GOODS   RECORD 

"Depreciable  capital  goods"  includes  all  of  the  buildings  and  land 
improvements  (except  the  owner's  dwelling),  machinery,  equipment, 
work  animals,  and  breeding  and  dairy  stock.  Adequate  records  for 
this  class  of  property  provide  the  basic  information  that  is  essential 
for  computing  the  annual  depreciation  allowance,  and  the  gain  or 
loss  in  the  case  of  the  disposal  of  the  property. 

The  record  of  depreciable  capital  goods  may  be  part  of  the  annual 
record  book  or  may  be  kept  in  a  separate  book  which  serves  for  sev- 
eral years  as  does'  the  "Ten- Year  Capital  and  Inventory  Record"  2 
developed  by  the  Federal  Extension  Service.  In  any  event,  to  be  most 
useful  the  record  should  show  information  as  to  date  of  purchase, 
original  cost,  additions,  depreciation  in  previous  years  arnd  in  the 
current  year,  and  the  amount  yet  to  be  recovered.  It  often  is  time- 
saving  to  group  many  of  the  items  as  by  age  or  by  type.  The  particu- 
lar form  and  arrangement  will  vary  with  the  type  of  enterprise. 

As  depreciation  is  discussed  at  more  length  later,  it  is  merely  noted 
here  that  usually  property  of  this  kind  is  bought  and  "used  up" 
in  the  productive  processes  over  a  period  of  years.  Instead  of  deduct- 
ing the  cost  of  these  items  from  the  total  farm  receipts  as  an  expense 
in  the  year  of  purchase,  the  cost  is  recovered  in  part  during  each  year 
of  useful  life  as  the  property  is  used  up  in  the  productive  processes. 
The  part  of  the  cost  recovered  annually  in  this  way  is  the  deprecia- 
tion contemplated  in  the  income-tax  laws  and  regulations.  It  must 
be  taken  as  a  deduction  each  year,  as  it  may  not  be  accumulated  as  a 
credit  and  used  to  reduce  taxable  income  in  just  any  year  selected 
by  the  taxpayer. 

The  record  of  depreciable  capital  goods  also  is  important  because 
of  the  need  for  information  as  to  the  amount  of  gain  or  loss  in  case 
of  the  sale  of  the  property.  Gains  or  losses  resulting  from  the  sale 
of  any  property  in  this  category  are  subject  to  the  same  special  pro- 
visions,  section  117  (j),  as  were  mentioned  in  connection  with  the  sale 

•  2F0T£al^hZ  th.e  Superintendent  of  Documents,  TJ.  S.  Government  Printing  Office,  Wash- 
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of  land  used  in  the  business.3  And  as  was  pointed  out  earlier,  the 
gain  or  loss  from  the  sale  of  any  property  in  this  class  is  treated  as 
coming  from  a  personal  financial  transaction  and  not  from  a  farm- 
enterprise  transaction.  A  personal  financial  transaction,  of  course, 
is  reported  on  Form  1040  and  not  on  Form  1040F. 

The  record  for  work  animals  and  breeding  and  dairy  stock  may 
be  kept  in  any  of  several  ways,  depending  on  the  circumstances  under 
which  the  animals  are  acquired  and  on  the  preferences  of  the  record 
keeper.  For  tax  reporting  it  is  more  important  that  a  consistent  pro- 
cedure be  followed  than  that  any  particular  procedure  be  adopted. 

Consider  first  the  taxpayer  who  computes  income  on  the  cash  basis. 
If  the  animals  were  purchased,  they  may  be  treated  as  capital  items, 
the  same  as  the  machinery  and  durable  equipment,  and  depreciation 
may  be  claimed.  If  the  animals  were  raised,  they  do  not  affect  the  ac- 
counts until  they  are  sold.  When  they  are  sold  the  proceeds  may 
be  considered  as  coming  from  the  sale  of  property  used  in  the  business 
under  the  provisions  of  section  117  (j)  unless  the  animals  were  culled 
from  the  breeding  herd  and  sold  as  feeder  or  slaughter  animals.  In 
this  latter  case  the  proceeds  would  be  treated  'as  current  income  to 
the  full  amount  received  from  the  sale. 

Consider  next  the  methods  of  handling  work  animals  and  breeding 
and  dairy  stock  under  the  accrual  basis.  Those  animals  which  were 
purchased  may  be  treated  as  capital  items  under  the  classification 
"depreciable  capital  goods*'  or  they  may  be  treated  as  inventory  items 
along  with  other  crops  or  products  for  sale,  Raised  animals  may  be 
carried  in  the  inventory  during  the  years  before  they  reach  maturity. 
After  they  reach  maturity  they  may  be  transferred  to  a  capital  account 
at  the  inventory  value  used  at  the  end  of  the  preceding  year  and  then 
treated  the  same  as  any  other  depreciable  capital  goods.  Deprecia- 
tion may  thereafter  be  claimed  during  the  period  of  use  and  when 
they  are  sold  the  proceeds  are  subject  to  the  same  treatment  as  those 
from  other  similar  property  used  in  the  business. 

THE  RECORD  OF  OTHER  PROPERTY  USED  IN  THE  BUSINESS 

The  third  class  of  property  includes  the  growing  livestock,  the  farm 
produce  held  for  sale  or  for  farm  use,  and  the  feed,  seed,  and  supplies 
on  hand  at  the  end  of  the  accounting  period.  A  record  of  this  kind 
of  property,  properly  called  "the  inventory,"  is  essential  for  the  farmer 
who  reports  on  an  accrual  basis.  For  the  farmer  who  reports  on  a 
cash  basis  it  is  not  necessary  for  preparing  the  return.  It  is,  however, 
valuable  as  a  source  of  information  about  property  which  may  be 
considered  as  "raw  material"  used  in  production  and  about  property 
purchased  and  later  resold.  The  farmer  on  the  cash  basis  presumably 
has  considered  the  cost  of  purchased  items  of  this  kind,  other  than 
those  acquired  for  resale,  as  expense  at  the  time  of  purchase.  The  cost 
of  items  raised  on  the  farm  presumably  has  entered  the  accounts  in 
terms  of  the  expenses  of  raising  the  feed,  the  market  livestock,  or 
other  items  in  this  class.  The  farmer  on  the  accrual  basis  holds  the 
cost  of  items  of  this  sort  out  of  expense  "on  inventory"  where  they  do 
not  affect  his  income  or  his  expenses  until  they  are  converted  into  cash 
or  some  other  form. 


3  If  breeding  and  dairy  animals  are  culled  from  the  herd  and  sold  for  feeder  or  slaughter 
purposes,  the  Bureau  of  Internal  Revenue  holds  that  they  are  not  subject  to  the  provisions 
of  section  117    (j). 
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RECEIPTS  AND  DISBURSEMENT  RECORD 

A  record  of  receipts  and  disbursements  is  essential  to  show  what 
has  happened  to  income  and  expenses.  A  farmer  must  have  infor- 
mation about  receipts  and  disbursements  for  income-tax  reporting 
whether  he  reports  on  the  cash  basis  or  on  the  accrual  basis.  By  defini- 
tion, under  the  cash  method  receipts  and  disbursements  apply  in  the 
year  the  cash  was  received  or  paid  out.  Under  the  accrual  method  the 
date  of  cash  settlement  does  not  affect  the  assignment  of  income  or 
expense  to  a  particular  year. 

PERFORMANCE    RECORDS 

The  business  records  that  have  been  discussed  are  not  only  valuable 
in  making  out  income-tax  returns  but  also  are  useful  in  managing  the 
business.  There  is  another  type  of  record  which  is  not  needed  for 
income-tax  purposes  but. which  is  very  helpful  in  studying  the  business. 
These  are  records  of  physical  performance  and  requirements  such  as 
the  yield  of  crops,  milk  and  egg  production,  the  amount  of  feed  and 
labor  used  in  producing  various  products,  and  the  like.  Such  records 
form  the  basis  for  measuring  the  progress  toward  achieving  a  high 
physical  yield  or  output  in  relation  to  the  feed,  labor,  and  other  factors 
used  in  production.  The  number  and  nature  of  this  type  of  record 
that  should  be  kept  by  the  farmer  will  depend  on  his  needs  and  interest. 

The  following  discussion  of  farm  income  and  expenses  presents  an 
outline  of  the  process  of  summarizing  the  financial  results  of  the  farm 
business.  It  is  given  mainly  in  terms  of  the  income-tax  forms.  While 
these  forms  show  many  typical  commodity  names  and  types  of  ex- 
penses, completeness  in  the  report  of  receipts  and  expenses  is  more 
important  than  are  the  labels  used  for  various  classes  of  items.  It  is 
proper  for  the  taxpayer  to  use  from  the  lists  only  those  items  which 
clearly  fit  his  operations  and  then  to  add  in  his  own  words  any  others 
that  are  necessary  to  show' the  complete  picture  for  his  business.  In 
other  words,  a  taxpayer  may  use  any  descriptive  labels  which  are 
appropriate  to  his  particular  operations. 

FARM   INCOME— CASH   BASIS 

Farm  income  when  determined  on  a  "cash"  basis  may,  for  con- 
venience, be  considered  as  the  sum  of  four  groups  of  items :  ( 1 )  The 
amount  of  the  cash  or  the  value  of  merchandise  or  other  property 
received  from  the  sale  of  livestock  which  was  raised  during  the  taxable 
year  or  prior  years,  (2)  the  same  for  crops  and  produce  raised  and 
sold,  (3)  the  profits  from  the  sale  of  any  livestock,  or  other  items, 
which  had  been  purchased,  and  (4)  other  farm  income.  This  is  the 
general  classification  found  on  the  first  page  of  the  Internal  Kevenue 
Form  1040F. 

SALE   OF   LIVESTOCK   RAISED 

For  livestock  raised  on  the  farm,  "income"  is  the  total  receipts  from 
the  sale  of  the  livestock.  If  livestock  is  traded  for  merchandise  or 
other  property,  the  income  reported  must  include  both  the  cash  and 
the  value  of  the  property  received  in  exchange.  The  entire  sale  value 
of  animals  raised  on  the  farm  is  "income"  in  the  year  of  sale ;  the  value 
added  during  the  year  to  animals  not  sold  is  not  counted  until  sale 
takes  place. 
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SALE  OF  CROPS  AND  PRODUCE  RAISED 

The  procedure  for  reporting  income  from  crops  and  produce  (in- 
cluding livestock,  dairy,  and  poultry  products)  raised  is  similar  to  that 
for  livestock.  The  forms  provide  for  showing  separately  for  each 
class  of  item  the  quantities  and  cash  receipts  (or  value  of  goods  re- 
ceived in  exchange).  If  a  crop  is  stored  on  the  farm  beyond  the  end 
of  the  year  (or  fiscal  period)  during  which  it  is  raised,  all  the  income 
falls  in  the  year  when  the  crop  is  sold. 

If  a  loan  is  obtained  from  the  Commodity  Credit  Corporation,  the 
farmer  may  choose  to  include  the  amount  of  the  loan  in  his  income 
in  the  year  in  which  it  is  received  instead  of  in  the  year  when  the 
commodity  is  finally  sold.  Whichever  method  is  chosen  must  be  fol- 
lowed in  succeeding  years  unless  special  permission  to  make  a  change 
is  obtained  from  the  Commissioner. 

SALE  OF  LIVESTOCK  OR  OTHER  ITEMS  PURCHASED 

The  profit  from  the  sale  of  items  purchased  and  later  sold  is  included 
in  gross  income.  A  typical  transaction  would  be  one  involving  the 
purchase  and  sale  of  feeder  cattle.  The  entries  for  such  a  transaction 
would  include  a  description  of  the  type  and  number  of  animals,  the 
•date  acquired,  the  proceeds  from  the  sale,  the  original  cost,  and  the 
profit.  The  profit  in  the  feeder-cattle  example  would  be  the  differ- 
ence between  the  cost  of  the  animals  and  the  sale  proceeds.  The  de-  J 
preciation  column  probably  will  seldom  be  used  here  because  if  the 
items  sold  are  of  a  kind  that  is  subject  to  depreciation,  and  they  have 
been  held  more  than  6  months,  they  would  ordinarily  come  under  sec- 
tion 117  (j)  of  the  Internal  Revenue  Code.  The  transaction,  there- 
fore, would  be  shown  as  a  personal  transaction  on  Form  1040  instead 
of  on  Form  1040F  as  a  farm-business  transaction. 

If  some  of  the  livestock  marketed  from  the  farm  were  raised  and 
some  previously  purchased,  it  may  be  desirable  to  discuss  with  the 
collector  the  questions  involved  in  segregating  the  two  groups.  Indi- 
vidual identification  may  perhaps  be  waived  for  small  animals  like 
chickens  and  lambs,  and  not  waived  in  the  case  of  animals  of  high 
value. 

OTHER   FARM    INCOME 

Values,  or  amounts,  are  to  be  reported  for  any  other  items  of 
income  that  arise  from  the  farm  business.  Included  are  such  income 
items  as  payments  from  the  Agricultural  Adjustment  Agency,  mer- 
chandise received  for  farm  produce,  machine  work,  hire  of  teams, 
breeding  fees,  rent  received  in  crop  shares,  work  off  the  farm,  and 
any  other  like  receipts.  "Wages  for  nonfarm  work  away  from  home 
usually  will  be  entered  directly  on  Form  1040.  In  general,  everything 
of  value  received  instead  of  cash  must  be  treated  as  income  to  the 
extent  of  its  market  value. 

Hail  or  fire  insurance  received  for  growing  crops  that  were  injured 
or  destroyed  should  be  included  in  gross  income  to  the  extent  of  the 
amount  received  in  cash  or  the  cash  equivalent  if  received  in  kind. 

The  value  of  home-grown  farm  produce  that  is  consumed  by  the 
farmer  and  his  family  need  not  be  reported  as  income,  but  expenses 
incurred  in  raising  produce  thus  consumed  should  not  be  claimed  as 
deductions.  Separating  such  expense  items  may  cause  some  difficulty 
but  a  reasonable  estimate  should  be  made  if  the  produce  consumed 
on  the  farm  by  the  farm  family  is  not  reported  as  income. 
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FARM   INCOME— ACCRUAL  BASIS 

Farm  income  when  determined  on  the  accrual  basis,  not  only  takes 
into  account  the  sales  discussed  under  the  cash  basis,  but  .also  takes 
into  account  inventory  change.  The  second  page  of  the  Internal 
Revenue  Form  1040F  is  arranged  to  facilitate  the  summarizing  of 
income  on  this  basis.  On  this  form  there  are  columns  to  show  both 
the  quantities  and  the  values  of  livestock,  produce,  and  supplies  on 
hand  at  the  beginning  of  the  year,  the  additions  through  purchase 
or  raising,  the  subtractions  because  of  sales  or  consumption,  and  the 
amount  on  hand  at  the  end  of  the  year.  Excluded,  of  course,  are 
items  capitalized  and  subject  to  depreciation. 

There  are  several  different  bases  which  may  be  used  in  valuing 
inventories.  For  example,  in  ordinary  business  practice  the  basis 
often  is  either  the  original  cost  or  the  current  market  price,  whichever 
is  lower.  But  because  of  the  difficulty  of  ascertaining  the  actual  pro- 
duction costs  for  farm  products,  farmers  may  use  the  "farm  price 
method."  This  provides  for  the  valuation  of  inventories  at  market 
price  minus  the  direct  costs  of  disposition.  The  income-tax  laws 
and  regulations  also  permit  certain  other  variations  in  procedures  with 
inventories.  A  farmer  with  inventory  problems  peculiar  to  his 
operations  will  do  well  to  consult  the  collector. 

Reportable  income  from  crops  is  affected  under  the  accrual  method 
only  when  part  of  the  crop  is  stored  on  the  farm  beyond  the  end  of 
the  year.  In  this  case,  income  in  the  year  of  sale  is  the  difference 
between  the  amount  received  and  the  inventory  value  of  the  crops 
sold  as  stated  at  the  beginning  of  the  year.  The  inventory  in  this  case 
is,  in  practical  effect,  a  device  for  carrying  forward  the  expense  of 
raising  the  crop  into  the  year  when  the  crop  is  sold. 

Livestock  carried  in  the  inventory  in  accrual  reporting  is  not  sub- 
ject to  depreciation  as  any  changes  in  value  are  reflected  in  the  in- 
ventory valuation.  A  sale  of  these  animals  results  in  reducing  the  in- 
ventory, so  again  the  net  effect  is  to  count  as  income  in  the  year  of 
sale  the  difference  between  the  sale  price  and  the  inventory  value.  The 
same  items  are  included  in  "other  farm  income"  in  reporting  on  the 
accrual  basis  as  on  the  cash  basis." 

FARM   EXPENSES— CASH   OR  ACCRUAL  BASIS 

In  general,  all  disbursements  necessary  in  the  production  operations 
of  the  farm  are  allowable  deductions  from  farm  receipts  in  arriving 
at  the  net  farm  profit.  Items  of  farm  expense  are  the  same  under 
both  the  cash  and  the  accrual  bases.  Thus  the  third  page  of  Form 
1040F  may  be  used  to  record  expenses  under  either  method  of  report- 
.  ing.  Expenses  on  the  cash  basis  are  counted  in  the  year  in  which  pay- 
ment is  made.  In  reporting  on  the  accrual  basis,  expenses  (values 
used  up  in  production)  are  counted  in  the  year  in  which  incurred, 
whether  or  not  they  are  paid  for  in  the  year  of  use.  Depreciation  al- 
lowances on  capital  goods  are  to  be  taken  each  year  and  are  not  af- 
fected by  the  method  of  reporting. 

A  proper  record  of  f  arin  expenses  is  fully  as  important  for  preparing 
a  farmer's  tax  return  as  is  the  record  of  his  income.  Amounts  de- 
ductible as  expenses  are  often  difficult  to  establish  unless  one  has  a 
record.  Many  payments  in  relatively  small  amounts  on  numerous 
occasions  can  add  up  to  rather  large  sums.     Of  course,  if  the  payments 
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have  been  systematically  recorded,  preparing  the  entries  for  Form 
1040F  is  mainly  a  matter  of  adding  and  simple  rearranging. 

The  following  discussion  of  specific  types  of  expenses  gives  particu- 
lar attention  to  those  items  about  which  there  may  be  questions.  In 
some  cases  questions  as  to  deductibility  can  be  answered  only  in  the 
light  of  the  specific  circumstances.  The  intention  is  to  refer  to  enough 
typical  expense  items  to  illustrate  the  principles  which  govern  the  de- 
ductibility or  noncleductibility  of  certain  items.  If  records  have  not 
yet  been  started  and  a  farmer  must  depend  on  his  memory  it  will  be 
helpful  to  read  carefully  the  instructions  on  the  last  page  of  Form 
1040F  and  to  check  over  the  list  of  typical  expense  items  on  the  back 
cover  of  this  pamphlet.  Of  course,  anyone  who  has  a  chronological 
record  of  payments  made  during  the  year  needs  only  to  classify  and 
total  his  figures  for  the  return.  As  mentioned  earlier,  the  names 
printed  on  the  form  are  merely  suggestions.  Any  other  equally  de- 
scriptive classification  may  be  used. 

LABOR  HIRED 

Wages  paid  for  farm  work  hired  done  are  included,  but  no  allow- 
ance for  the  value  of  the  work  of  the  farmer,  his  wife,  or  dependent 
minor  children  is  deductible.  Board  furnished  to  hired  labor  is  de- 
ductible only  to  the  extent  that  it  is  purchased  by  the  farmer  or  his 
family,  thus  excluding  the  value  of  food  raised  on  the  farm  and  used 
in  boarding  laborers.  The  value  of  rations  purchased  and  furnished 
to  laborers  and  sharecroppers  is  deductible  as  part  of  the  labor  expense. 
Hired  household  work  is  deductible  only  to  the  extent  that  the  serv- 
ices are  used  in  boarding  or  otherwise  caring  for  farm  laborers, 
not  including  the  farmer's  own  household.  Wages  paid  in  connection 
with  capital  additions  or  improvements,  such  as  new  farm  buildings, 
are  capital  expenditures  and  should  not  be  included  with  current 
expenses. 

FEED,    SEED,    FERTILIZERS,    ETC. 

Amounts  expended  for  feed,  salt,  seed,  fertilizers,  lime,  manure,  and 
all  similar  supplies  purchased  and  used  in  the  production  of  crops  and 
livestock  are  deductible  expense  items.  Any  amounts  paid  for  grind- 
ing, mixing,  or  otherwise  preparing  any  of  these  supplies  for  use  also 
are  proper  deductions.  The  value  of  seed,' feed,  and  manure  used  on 
the  farm  on  which  they  are  produced  is  not  deductible. 

TAXES 

In  general,  most  State  and  local  taxes  are  deductible  from  income, 
either  on  Form  1040F  as  items  of  farm  expense  or  on  Form  1040  as 
personal  taxes  paid  by  the  farmer.  Property  taxes  on  the  farm  land, 
machinery,  livestock,  and  other  production  items  are  deductible  as 
farm  expenses.  The  part  of  the  property  tax  that  applies  to  the 
owner's  dwelling,  and  household  or  personal  effects,  is  a  personal, 
not  a  business  expense,  and  is  properly  entered  directly  on  Form  1040. 
As  will  be  pointed  out  later,  this  distinction  is  very  important  because 
the  taxpayer  may  take  an  optional  standard  personal  deduction  in- 
stead of  listing  actual  amounts,  and  unless  proper  separation  is  made 
the  effect  may  be  that  of  deducting  certain  items  twice  or,  in  some  cases, 
of  losing  the  benefit  of  a  proper  business  deduction.  Special  taxes 
and  assessments,  such  as  levee,  drainage,  and  certain  irrigation  taxes, 
are  not  deductible  if  they  tend  to  increase  the  value  of  the  property 
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against  which  they  are  assessed.  Federal  income  taxes,  estate,  in- 
heritance, and  similar  taxes  also  are  not  deductible.  Taxes,  such  as 
those  on  retail  sales,  applying  to  items  used  in  the  farm  business  may 
be  considered  as  part  of  the  cost  of  the  items.  Taxes  on  gasoline  used 
in  operating  vehicles  as  part  of  the  farm-business  operations  are  de- 
ductible as  business  expenses. 

INSURANCE 

Insurance  premiums  and  assessments  paid  in  connection  with  farm 
operations  are  deductible.  This  will  include  all  fire  and  similar  in- 
surance on  buildings,  machinery,  and  crops,  but  not  insurance  on  the 
farm  dwelling  or  on  personal  and  household  effects. 

INTEREST 

Interest  paid  on  obligations,  such  as  mortgages  and  notes,  arising 
out  of  the  farm  business  may  be  deducted  as  a  business  expense  on 
Form,1040F.  Most  other  interest  paid  is  a  personal  item  and  may 
be  entered  directly  on  Form  1040. 

RENT 

Rent  paid  in  cash  is  deductible,  but  rent  paid  in  the  form  of  crops 
is  not  deductible,  although  the  expenses  incurred  in  raising  the  crops 
may  be  deducted. 

MACHINERY   AND    EQUIPMENT  EXPENSE 

Amounts  spent  for  operating  and  maintaining  farm  machinery 
and  equipment  are  deductible.  This  will  include  such  items  as 
gas,  oil,  grease,  repair  parts,  and  repair  bills  in  general.  Also  in- 
cluded are  automobile  operating  expense  and  repairs  and  mainte- 
nance if  the  vehicle  is  used  entirely  for  the  farm  business.  But  if  the 
automobile  is  also  used  for  personal  travel,  the  expense  must  be  di- 
vided and  only  that  portion  corresponding  to  the  relative  use  in  the 
business  may  be  deducted  as  an  expense. 

The  amounts  expended  for  the  purchase  of  farm  machinery,  equip- 
ment, automobiles,  farm  buildings,  or  other  durable  or  permanent 
equipment  are  not  deductible  as  current  expenses.  Such  expendi- 
tures are  regarded  as  investment  of  capital  which  is  returned  to  the 
owner  through  depreciation  allowances  prorated  over  the  useful  life 
of  the  property. 

The  cost  of  small  tools  and  of  items  of  short  life  used  in  the  busi- 
ness may  be  deducted  as  current  expenses  in  the  year  of  purchase,  as  it 
is  assumed  that  on  the  average  a  taxpayer  will  be  wearing  out  and 
replacing  some  items  of  this  sort  each  year. 

DEPRECIATION 

Depreciation  is  a  deduction  from  gross  profits  which  is  considered 
to  represent  that  part  of  the  purchase  price  of  the  particular  item 
that  was  used  up  in  producing  the  income  for  the  year.  The  amount 
of  depreciation  in  a  given  year  depends  upon  the  "useful  life  of  the 
property."  The  period  of  usefulness  varies  greatly  among  different 
kinds  of  property.  The  useful  life  may  be  expressed  in  terms  of 
yiars  or  in  terms  of  units  of  production.  For  example,  the  useful 
life  of  a  combine  on  a  particular  type  of  farm  which  had  about  600 
acres  in  grain  each  year  might  be  expressed  as  10  years  or  as  6,000 
acres  harvested. 
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In  the  first  case  the  depreciation  deduction  each  year  would  be  one- 
tenth  of  the  total  to  be  recovered.  In  the  second  case  the  amount 
would  vary  depending  on  the  total  acres  harvested  on  the  home  farm 
and  for  others  during  the  year  covered  by  the  return.  If  the  com- 
bine were  used  only  on  the  home  farm,  the  depreciation  deduction 
would  be  one-tenth  of  the  total  to  be  recovered,  whereas  if  600  acres 
were  also  harvested  for  others,  the  deduction  would  be  twice  as  great 
or  two -tenths. 

Another  way  of  thinking  about  depreciation  is  to  consider  it  in 
terms  of  annual  charge-offs  of  a  prepaid  expense,  Take  the  case  of 
rental  or  purchase  of  a  combine.  Assume  that  the  choice  was  be- 
tween renting  a  combine  each  year  at  a  cost  of  $100  each  time,  or  pur- 
chasing one  at  a  cost  of  $1,200.  Assume  further  that  the  purchased 
combine  would  last  10  years  and  have  a  trade-in  value  of  $200.  Ig- 
noring maintenance  and  repair  costs  for  the  sake  of  simplifying  the 
illustration  leaves  a  decrease  in  value  of  the  purchased  combine  of 
$1,000  over  the  10-year  period. 

In  the  case  of  rental  the  farmer  would  enter  in  his  accounts  each 
year  a  $100  expense  item  for  combine  rental.  In  the  case  of  purchase 
he  would  have  an  outlay  of  $1,200  in  one  year  and  none  in  each  of  the 
succeeding  9  years.  This  obviously  would  distort  the  expense  fig- 
ures for  the  individual  years,  so  the  $1,200  is  treated  as  a  capital  out- 
lay and  the  difference  between  the  cost  and  the  trade-in  value  is  pro- 
rated over  the  years  that  the  combine  is  in  use.  Thus,  in  each  year, 
current  expenses  would  include  an  item  of  $100  for  combine  deprecia- 
tion which  represents  the  annual  cost  to  the  business  of  providing  the 
use  of  a  combine.  This  annual  charge  is  the  depreciation  contem- 
plated by  the  income-tax  laws  and  regulations. 

A  reasonable  allowance  for  depreciation  with  respect  to  farm  build- 
ings (except  the  farmer's  own  dwelling),  farm  machinery,  automobiles 
(in  proportion  to  their  use  strictly  for  farm  operations),  and  other 
business  property  may  be  deducted.  There  may  also  be  deducted  a 
reasonable  allowance  for  depreciation  of  livestock  used  for  work, 
breeding,  or  dairy  purposes,  if  the  animals  are  carried  in  a  "capital" 
account.  If  the  animals  are  carried  in  the  "inventory,"  no  depreciation 
can  be  claimed  as  a  separate  item. 

The  taxpaj-er  may  establish  his  own  tentative  plan  of  depreciation 
allowances,  but  once  it  is  accepted  by  the  Bureau  of  Internal  Kevenue 
he  will  be  expected  to  use  that  plan  thereafter.  Thus,  it  often  will  be 
advisable  for  an  individual  farmer  to  consult  the  collector  about  report- 
ing his  depreciation. 

Preparing  a  depreciation  claim  for  the  first  income-tax  return  re- 
quires special  care  because  the  general  plan  adopted  at  that  time  must 
be  used  in  determining  depreciation  in  the  following  years  unless 
special  circumstances  warrant  a  change.  In  any  event,  as  a  basis  for  a 
consistent  depreciation  plan  and  as  evidence  in  support  of  annual 
claims  for  depreciation  a  farmer  will  do  well  to  prepare  a  list  of  de- 
preciable property.  Besides  identifying  the  kinds  of  property,  the  list 
may  properly  show  such  facts  as  the  date  each  item  was  acquired,  the 
cost,  the  depreciation  allowed  or  allowable  in  previous  years,  the  re- 
main .ing  cost  to  be  recovered,  and  the  depreciation  allowable  this  year. 
These  facts  are  useful  in  themselves  and,  once  set  up,  the  list  may  be 
used  year  after  year. 
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For  any  farmer's  full  list  of  property  the  depreciation  sum  may  vary 
from  3'ear  to  year,  depending  on  when  and  how  many  items  are  added 
or  disposed  of  during  the  year. 

NET  FARM  PROFIT 

The  net  farm  profit  on  the  cash  basis  is  worked  out  on  the  first  page 
of  the  Form  1040F.  The  sum  of  the  expense  and  depreciation  items  is 
deducted  from  the  gross  profits.  The  summary  on  the  accrual  basis  on 
the  second  page  of  Form  1040F  is  very  similar  except  that  inventories 
are  taken  into  account.  Under  either  method  of  reporting  the  net- 
farm-profit  figure  is  the  amount  which  the  farmer  enters  on  Form  1040 
as  the  income  that  he  as  a  person  receives  from  his  farm-business  oper- 
ations. 

NONFARM  RECEIPTS  AND  EXPENDITURES 

The  desirability  of  records  of  nonfarm  personal  and  family  receipts 
and  expenditures,  as  distinct  from  farm-business  records.,  often  is  over- 
looked. For  many  farm  people  the  personal  items  are  so  small  or  so 
scattered  through  the  year  that  they  may  be  difficult  to  recall  or  to  sub- 
stantiate unless  some  systematically  kept  record  is  available.  Where 
the  items  are  large  it  may  be  even  more  important  to  have  a  record. 

One  item  of  personal  income  that  will  mean  more  to  many  farmers 
now  than  in  the  past  is  pay  for  nonfarm  work.  The  amount  will  be 
considerable  for  many  who  have  been  working  in  industrial  or  com- 
mercial establishments  for  extended  periods  and  the  taxes  withheld  by 
the  employer  will  apply  as  credits  on  the  tax  liability  that  is  computed 
on  the  return.  Other  items  of  personal  income  that  must  be  reported 
include  interest  on  savings  accounts,  dividends  on  investments,  rents, 
profits  on  sales  of  nonfarm  property,  and  other  miscellaneous  kinds 
of  income. 

Earnings  of  minor  children  from  personal  services  done  for  others 
are  now  uniformly  excluded  from  the  gross  income  of  the  parents.  Un- 
der the  present  law  a  child  who  has  more  than  $500  gross  income  during 
the  year  must  file  a  return  or  have  one  filed  in  his  behalf.  In  such  a 
case  the  parent  cannot  claim  any  dependency  deduction  on  account  of 
the  child,  even  though  he  contributes  to  the  child's  support. 

Gains  or  losses  arising  from  the  sale  or  exchange  of  "capital  assets" 
must  be  shown  on  the  return  (Form  1040)  as  personal  income.  Under 
present  law,  100  percent  of  the  gain  or  loss  is  used  in  computing  net 
income  if  the  capital  asset  has  been  held  for  6  months  or  less.  Only 
50  percent  of  the  gain  or  loss  is  used  in  computing  net  income  if  the 
capital  asset  has  been  held  for  more  than  6  months.  Any  profit  or  loss 
from  the  sale  of  depreciable  property  and  land  used  in  the  trade  or 
business  of  the  taxpayer  and  held  more  than  6  months  may  be  subject 
to  the  special  treatment  which  was  discussed  on  page  5. 

The  sum  of  these  various  income  items — net  farm  profit,  net  profit 
from  other  business  activity,  and  any  other  personal  income — consti- 
tute the  farmer's  "adjusted  gross  income."  Adjusted  gross  income  is,  in 
effect  the  individual's  remaining  gross  income  after  deducting  all 
business  expenses.  This  new  concept  plays  an  important  part  in  the 
determination  of  the  amount  of  income  tax  under  the  simplified  pro- 
cedure provided  by  the  Individual  Income  Tax  Act  of  1944.  The  new 
procedure  is  discussed  briefly  in  relation  to  the  nature  and  timing 
of  reports  and  in  relation  to  determining  the  amount  of  the  tax. 
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KINDS  OF  REPORTS 

Two  kinds  of  reports — declarations  of  estimated  tax  and  tax  re- 
turns— are  still  required  but  the .  rules  regarding  them  have  been 
changed.  A  declaration  of  estimated  tax  is  required  of  a  farmer  -whose 
gross  income  is  $500  or  more.  The  general  rule  is  that  a  declaration  is 
required  in  every  case  where  it  is  reasonable  to  expect  (1)  an  income 
in  excess  of  $100  from  sources  not  subject  to  withholding  and  a  gross 
income  of  $500  or  more,  or  (2)  wages  subject  to  withholding  in  excess  of 
$5,000  plus  $500  for  the  spouse  and  $500  for  each  dependent. 

Most  taxpayers  other  than  farmers  must  file  declarations  on  or  before 
March  15  of  the  current  year,  and  payment  of  the  tax  may  be  made  in 
four  installments  which  are  due  March  15,  June  15,  and  September  15 
of  the  current  year,  and  January  15  of  the  following  year.  Special 
provision  is  made  for  those  who  get  at  least  two-thirds  of  their  gross 
income  from  farming.  Farmers  who  are  in  this  class  may  postpone 
filing  a  declaration  until  January  15  of  the  following  year  but  they 
must  then  pay  the  full  amount  of  the  estimated  tax  at  that  time.  This 
suggests  that  farmers  whose  income  comes  in  all  through  the  year 
might  well  file  declarations  earlier  and  pay  the  estimated  tax  in 
installments. 

Final  returns  for  a  given  calendar  year  are  still  due  on  or  before 
March  15  of  the  following  year.  Farmers  who  are  in  a  position  to 
do  so,  however,  may  file  final  returns  by  January  15  and  thereby  avoid 
the  need  for  filing  a  declaration  of  estimated  tax.  The  payment  ac- 
companying a  final  return  must  cover  the  full  amount  not  previously 
paid  in  connection  with  a  declaration  of  estimated  tax  or  through 
withholdings. 

DETERMINING  THE  AMOUNT  OF  TAX 

Farmers  whose  adjusted  gross  income  is  less  than  $5,000  will  be  able 
to  use  a  new  "short  form"  on  which  they  can  determine  the  amount  of 
tax  by  reference  to  a  tax  table.  The  tax  amounts  in  the  new  table 
allow  for  the  personal  exemptions  and  for  a  standard  deduction  of 
10  percent  of  adjusted  gross  income.  The  standard  deduction  is  in 
lieu  of  any  other  nonbusiness  deductions  or  credits.  Taxpayers  who 
cannot  use  the  tax  table  because  their  adjusted  gross  income  is  $5,000 
or  more  may  take  a  standard  deduction  of  $500  in  lieu  of  listing  the 
actual  amounts.  Of  course,  any  taxpayer  who  chooses  to  compute 
his  own  tax  may  itemize  his  various  nonbusiness  deductions  and  credits, 
much  as  at  present.  This  would  be  advantageous  only  for  those  whose 
deductions  are  in  excess  of  10  percent  of  their  adjusted  gross  income. 

As  there  have  been  certain  changes  in  the  personal  deduction  and 
credit  items  it  may  be  well  to  review  the  situation  briefly  for  the  bene- 
fit of  those  who  may  wish  to  list  their  deductions.  The  earned-income 
credit  has  been  eliminated  from  the  computation  of  tax  liability. 
Another  change  relates  to  taxes  paid.  Federal  excise  taxes  on  tele- 
phone and  telegraph  services,  transportation  of  persons  and  property, 
use  of  motor  vehicle  or  boat,  documents,  and  so  on,  are  no  longer  de- 
ductible except  when  paid  as  a  business  or  investment  expense.  That 
part  of  the  property  tax  that  is  applicable  to  the  farm  residence  or  non- 
farm  personal  property  is  still  a  deductible  personal  expense.  State 
and  local  retail-sales  taxes  on  personal  and  family-living  items  are  de- 
ductible to  the  extent  that  they  are  separately  stated  and  paid  by  the 
purchaser. 


FARM   BOOKKEEPING   AND    THE    FEDERAL   INCOME    TAX  15 

Contributions  and  gifts  to  charitable,  religious,  educational,  and 
certain  other  organizations  are  deductible  within  certain  limits.  Con- 
tributions to  community  chests,  war  funds,  churches,  Ked  Cross,  United 
Service  Organizations,  Boy  Scouts,  Girl  Scouts,  and  similar  groups 
are  among  those  which  may  be  deducted.  The  total  deduction  is 
limited  to  15  percent  of  the  taxpayer's  adjusted  gross  income. 

Amounts  paid  as  interest  on  indebtedness  not  connected  with  the 
farm  business  are  deductible,  except  where  the  indebtedness  arises  in 
connection  with  the  purchase  of  certain  tax-exempt  securities. 

Certain  extraordinary  medical  and  dental  expenses  may  be  deducted. 
Medical  care  is  defined  to  include  "amounts  paid  for  the  diagnosis, 
cure,  mitigation,  treatment,  or  prevention  of  disease,  or  for  the  purpose 
of  affecting  any  structure  or  function  of  the  body  (including  amounts 
paid  for  accident  or  health  insurance)."  There  may  be  deducted  as 
much  of  such  expenses  as  exceeds  5  percent  of  adjusted  gross  income, 
with  maximum  deductions  of  $1,250  or  $2,500  depending  on  whether 
the  personal  exemption  on  the  return  covers  one  person  or  more  than 
one  person. 

The  scheme  of  personal  exemptions  has  been  changed  to  provide  for 
a  straight  per  capita  basis.  When  computing  the  surtax  a  taxpayer 
is  allowed  an  exemption  of  $500  for  himself,  $500  for  his  wife  (if  she 
has  no  income  and  is  not  a  dependent  of  another  taxpayer),  and 
$500  for  each  dependent,  while  for  normal  tax  purposes  each  taxpayer 
is  limited  to  an  exemption  of  $500  regardless  of  marital  status  or 
number  of  dependents.  On  a  joint  return  the  normal  tax  exemption 
is  limited  to  $500  unless  both  spouses  have  adjusted  gross  income,  in 
which  case  the  exemption  is  $500  plus  the  adjusted  gross  income  of  the 
spouse  with  the  smaller  income,  but  in  no  case  may  the  total  normal 
tax  exemption  on  a  joint  return  exceed  $1,000. 

A  taxpayer  may  claim  a  dependency  allowance  for  any  person  of 
certain  specified  close  relationship  who  receives  more  than  half  his 
support  from  the  taxpayer.  But  a  dependency  exemption  cannot 
be  claimed  for  any  individual  who  has  a  gross  income  of  $500  or  more, 
because  such  an  individual  must  file  a  return  of  his  own.  Age  and 
capacit}^  for  self-support  are  no  longer  tests  of  dependency  for  in- 
come-tax purposes. 

Those  who  compute  the  amount  of  their  tax  without  reference  to 
the  simplified  tax  table  will  find  that  the  normal  tax  is  3  percent  and 
the  graduated  surtaxes  begin  with  20  percent. 

It  is  clear  from  the  foregoing  discussion  that  a  written  record  of 
receipts  and  expenditures  is  highly  important  to  a  farmer  when  he  is 
preparing  his  income-tax  returns.  It  is  intended  that  a  taxpayer's 
regular  accounts,  files  of  receipts,  and  usual  records  shall  be  sufficient 
for  filing  income-tax  returns.  Generally,  any  record  that  suits 
the  taxpayer's  needs  will  serve  the  tax  collector,  provided  that  ac- 
curate and  complete  information  is  available  and  the  taxpayer  is 
prepared  to  prove  the  essential  reality  of  claims  or  statements  made. 
Books  as  such  are  not  final  proof  of  anything,  but  in  connection  with 
material  evidence  which  the  book  entries  may  properly  describe,  ac- 
count books  are  worth  the  trouble.  The  usefulness  of  account  keep- 
ing, moreover,  extends  far  beyond  any  single  purpose  such-  as  income- 
tax  reporting.  Better  farming  and  farmers  better  off  will  be  the 
logical  result  as  farm  accounts  are  used  to  analyze  the  financial  re- 
sults of  farm  operations. 
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CHECK   LIST   FOR   FARM   EXPENSES 

In  general,  a  farmer  may  deduct  from  gross  receipts  all  expenditures  directly 
connected  with  the  farm  business,  except  those  which  represent  capital  invest- 
ments. These  investments  may  not  be  deducted  from  gross  receipts  except 
through  depreciation.  Any  of  the  items  in  the  list  below  may  properly  appear 
among  the  farm  expenses.  Some  farmers  may  have  other  expenses,  not  included 
in  this  list,  which  are  deductible. 


Labor  hired 

Day  labor 

Regular  labor 

Piece  workers 

Purchased      food      for 
hired  labor 

Hired     housework     to 
care  for  hired  labor 
Feed  purchased 

Corn 

Wheat 

Oats 

Barley 

Other  grains 

Hay 

Silage 

Straw 

Mixed  commercial 

Bran 

Middlings 

Cottonseed  meal 

Soybean  meal 

Meat  scrap 

Tankage 

Other    protein    supple- 
ment 

Salt 

Minerals 

Tonics 

Grinding  hired 

Mixing  hired 
Seeds  purchased 

Corn 

Wheat 

Oats 

Other  grains 

Legume 

Grass 

Seeding  mixtures 

Vegetable* 
Seed  treatments 
Plants  purchased* 
Trees  purchased* 
Soil  treatments  purchased 

Mixed  fertilizer 

Phosphate 

Potash 

Nitrogen 

Manure 

Lime 
Insect  control 
Spray  material 

Dusting  material 

Spray-ring  fees 
Fuel  and  oil* 

Gasoline 

Fuel  oil 

Oil  and  grease 

Antifreeze 


Fuel  and  oil — Continued. 

Brooder  fuel 

Tank  heaters 
Blacksmith  bills 

Tool  sharpening 

Welding 

Horse  shoeing 
Machinery  repairs 

Repair  parts 

Machine-shop  bills 

Garage  bills 
Auto  expenses* 

Gas  and  oil 

Repairs 

Tires 
Machine  work  hired 

Combining 

Hay  baling 

Threshing 

Shelling 

Silo  filling 
Seed  cleaning 

Terracing 

Custom  work 

Team  work 
Machinery  hired 
Containers 

Bags 

Baskets 

Boxes 

Crates 

Egg  cases 

Cans 
Tying  material 

Twine 

Tie  wires 

Baling  wire 

Ropes 
Livestock  fees 

Breeding 

Cow  testing 

Registration 

Transfer 

Exhibition 
Disease  control 

Dips 

Disinfectants 

Fly  spray 

Medicine 

Vaccine 

Veterinary  fees 
Bedding  purchased 

Straw 

Sawdust 

Shavings 

Poultry  litter 
Poultry  purchased 

Baby  chicks 

Other  poultry 

Hatching  eggs 


•Particular  care  should  be  used  with  these  items 
are  not  included. 


Poultry  purchased — Cont. 

Custom  hatching 
Other  livestock  expenses 

Sheep  shearing 

Dehorning 

Harness  repairs 
Hauling  hired 

Trucking  crops 

Trucking  livestock 

Hauling  milk 

Freight  bills 

Express  bills 
Farm-building  expenses 

Paint 

Roofing 

Cement 

Water-supply  repairs 

Nails  and  bolts 
Fencing  material 

Posts 

Wire 

Staples 
Small    tools    and    equip- 

mentment 
Taxes* 

Real  estate 

Other  farm  property 

Automobile  use  tax 
Insurance 

Crop 

Livestock 

Farm  buildings 

Truck 

Auto* 
Interest* 

Dealer  credit 

Notes 

Chattel  mortgage 

Real  estate  mortgages 
Rent,  cash 

Pasture 

Hay  land 

Cropland 

Farm  buildings 
Licenses 

Auto* 

Truck 

Trailer 
Miscellaneous 

Telephone* 

Electric  bill* 

Advertising  costs 

Commission 

Storage  bills 

Books* 

Farm-organization  dues 

Farm  papers 

Expenses  of  farm  meet- 
ings 
to  make  sure  that  personal  expenses 
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